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5 EXCHANGE RATE: MISSION CLARIFIED THAT SINCE 
MARCH 1973 KOREA HAS BEEN OBLIGED TO KEEP ITS RATE 
WITHIN 1 PERCENT OF ITS "PROVISIONAL PAR VALUE" OF 
398.9 WON/$ 1.00, WHICH ROKG HAS UNWITTINGLY DONE. 

THUS PREVIOUS PROVISION FOR FLOATING RATE NO 
LONGER APPLIES, AND FUND APPROVAL MUST BE SOUGHT 
FOR CHANGE IN RATE OUTSIDE 1 PERCENT RANGE. ROKG 
STATED IT HAS NO PRESENT INTENTION TO CHANGE RATE. 

6. INTEREST RATES: IN VIEW INFLATION AND TO KEEP 
MONEY IN BANKING SYSTEM MISSION URGED HIGHER RATES, 
IN LINE WITH PAST KOREAN PRACTICE. ROKG RESISTED 
ON GROUNDS BUSINESS COSTS WOULD BE INCREASED AND 
EXPORT COMPETITIVENESS REDUCED; ALSO NOTED THAT 
MOST COUNTRIES NOW HAVE SAME RAPID INFLATION BUT 
MAINTAIN PRIME RATES LOWER THAN 15.5 PERCENT. 
HOWEVER, ROKG PROMISED TO CONSIDER FURTHER RATE 
INCREASES IF EXCESS LIQUIDITY DEVELOPS. (DEPOSIT 
RATES AND LOW EXPORT PROMOTION LENDING RATES 
WERE RAISED BY ABOUT 2 PERCENT IN JANUARY. LATTER 
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MEASURE CONSTITUTED ONLY SIGNIFICANT CHANGE IN 
EXPORT INCENTIVES.) 

7. IMPORT REGIME: ROKG NOTIFIED RECENT DECISION 

TO GRADUALLY ELIMINATE TARIFF EXEMPTIONS FOR CAPITAL 
GOODS NOT EQUITY FINANCED, AS REPORTED REF (C). 

RECENT MINOR INCREASES IN IMPORT RESTRICTIONS 
CONSIDERED JUSTIFIED BY WORSENED BOP SITUATION. 

8. COMMENTS: DOMESTIC CREDIT CEILING APPEARS 
TIGHT, SO THAT UNLESS REAL GNP GROWTH RATE FALLS 
BELOW FORECAST 8 PERCENT AND/OR RATE OF INFLATION 
SLOWS DOWN DRASTICALLY, ROKG WILL PROBABLY EXCEED 
CEILING FOR THIRD YEAR IN ROW. LARGE DEFICIT OF 

120 BILLION WON (DOLS 300 MILLION) IN GRAIN MANAGEMENT 

FUND IS PARTICULARLY WORRISOME, ALTHOUGH GOVERNMENT 

RELUCTANCE TO RAISE BASIC GRAIN PRICES IN PRESENT 

SITUATION IS UNDERSTANDABLE. MID-YEAR REVIEW BY VISITING 

TEAM COULD BE VERY IMPORTANT FOR MONETARY, FISCAL AND EXCHANGE 

RATE POLICIES. 

DECONTROL FOLLOWING FEB. 28, 1976. 

HABIB 
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